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OATH OR AFFIRMATION

John E. Lekas ‘ |  swear (or affirm) that, to the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Leader Capital Corporation : . as of
June 30 , 2008, are true and correct. I further swear (or affirm) that neither the company

nor any partner, proprietor, pr1nc1pal officer or dlI‘CCtOl’ has any proprietary interest in any account classified soley as that of
a customer, except as follows:
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This report** contains (check all applicable boxes):
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(a) Facing page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).

. (d) Statement of Cash Flows

(¢) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Propnetor 8 Capltal

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors. '

(z) Computation of Net Capital

(h) Computation for Determination of Reserve Requlrements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

(i) A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3. ‘

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

() An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) A report describing any material madequacxes found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see seclion 240.17a-5(e)(3).
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To the Board of Directors
Leader Capital Corporation
Portland, Oregon

We have audited the accompanying balance sheet of Leader Capital Corporation as of June 30, 2005,
and the related statements of operations, changes in stockholder equity, and cash flows for the year
then ended, that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934.
These financial statements are the responsibility of the Company‘s management. Our responsibility
is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements ate free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Leader Capital Corporation at June 30, 2005, and the results of its operations
and its cash flows for the year then ended, in conformity with accounting principles generally
accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information included in the accompanying supplementary information is
presented for purposes of additional analysis and is not a required part of the basic financial
statements, but is supplementary information requited by Rule 17a-5 under the Securities and
Exchange Act of 1934. This information is the responsibility of the Company's management. Such
information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, is faitly stated in all material respects when considered in relation to
the basic financial statements taken as a whole.

This report is intended solely for the information and use of the Securities and Exchange
Commission (SEC), National Association of Securities Dealers (INASD), and other regulatory
agencies that rely on rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of

registered brokers and dealers, and is not intended to be used and should not be used by anyone
other that these specified parties.

August 25, 2005



LEADER CAPITAL CORPORATION

BAILANCE SHEET

For the year ended June 30, 2005

ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 73,282
Receivables from clearing organization 17,934
Income tax receivable : 20,628
Prepaid expenses ' 4,981
Total current assets 116,825
OTHER ASSETS
Occupancy fee overpayment ' 3,087
Deferred income taxes 85,166
Due from related entity 86,994
Total other assets 175,247
TOTAL ASSETS $ 292,072

LIABILITIES AND STOCKHOLDER EQUITY

CURRENT LIABILITIES
Accounts payable $ 8,318
STOCKHOLDER EQUITY
Common stock - authorized 1,000 shares of no
par value; 1ssued and outstanding 100 shares 1,000
Additional paid-in capital 394,773
Retained earnings (112,019)
Total stockholder equity 283,754
TOTAL LIABILITIES AND STOCKHOLDER EQUITY $ 292,072

See auditors' report and notes to financial statements
4.



LEADER CAPITAL CORPORATION

STATEMENT OF OPERATIONS

For the year ended June 30, 2005

REVENUE
Commissions
Investment income
Managed account fees

Total revenues

OPERATING EXPENSE
Broker dealer licenses and registration
Commission and clearing fund
Other expenses

Total operating expenses

Income from operations

OTHER INCOME (EXPENSE)
Interest expense
Profit share

Management fee
Occupancy fees

Total other income (expense)

NET LOSS BEFORE TAXES

INCOME TAX PROVISION

NET LOSS

$ 365,370
161,844
24411
551,625

10,840
6,640

10,698

28,178

523,447

(577)
(281,833)
(144,565)

(394,533)

821,508

(298,061)

105,211

3 (192,850)

See auditors' report and notes to financial statements
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LEADER CAPITAL CORPORATION

STATEMENT OF CHANGES IN STOCKHOLDER EQUITY

For the year ended June 30, 2005

Additional
Common Paid-In Retained
Stock Capital Earnings Total
Balance at June 30, 2004 1,000 294,773 80,831 376,604
Net loss ’ ; . (192,850)  (192,850)
Shareholder Contribution - 100,000 - 100,000

Balance at June 30,2005 § 1,000 § 394773 $ (112,019) § 283,754

See auditors' report and notes to financial statements
P
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LEADER CAPITAL CORPORATION

STATEMENT OF CASH FLOWS

For the year ended June 30, 2005

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss $ (192,850)

Adjustments to reconcile net loss to net cash
used by operating activities:
(Increase) decrease in assets:

Receivables from clearing organization 5,632
Income tax recetvable 25,484
Prepaid expenses (425)
Occcupancy fee overpayment (3,087)
Increase (decrease) in liabilities:

Accrued Expenses (1,880)
Income taxes payable (23,574)
Deferred income taxes (84,594)
Due to related entity 65,908

Net cash used by operating activities : (209,386)

CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from additional paid in capital 100,000

Net cash provided by financing activities 100,000

NET DECREASE IN CASH (109,386)
CASH, BEGINNING.OF YEAR 182,668
CASH, END OF YEAR b 73,282

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

Schedule of non-cash investing and financing transactions:

Supplemental Disclosute of Cash Flow Information -
Cash paid during the period for income taxes $ 10

See auditors' report and notes to financial statements
-7-



LEADER CAPITAL CORPORATION

NOTES TO THE FINANCIAL STATEMENTS

June 30, 2005

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

BUSINESS ACTIVITY

Leadet Capital Corporation (the "Company") is an Oregon corporation formed in 1997. In 1999,
the Company registered with both the Securities and Exchange Commission and the National
Association of Securities Dealers, Inc. as a broker/dealer, pursuant to the relevant provisions of the
Securities Exchange Act of 1934, as amended. On July 1, 2001, the Company reotganized into two
separate entities comprised of a broker/dealer (Leader Capital Corporation) and a management and

advisory entity (Leader Capital Investments, Inc.) as described in the related party transactions
footnote. '

CASH AND CASH EQUIVALENTS

For purposes of the statement of cash flows, the Company considers cash and cash equivalents to
include all time deposits, money market accounts, repurchase agreements and highly liquid
investments purchased with original maturities of three months or less at the date of purchase. At
June 30, 2005, cash balances included approximately $5,140 in money market funds.

SECURITIES TRANSACTIONS

Security transactions and related commission revenue and expense are recorded on a trade date
basis. Differences between trade date and settlement date, if any, are not significant.

Fees for managed accounts are received quarterly, but are recognized as earned over the term of the
contract. '

INCOME TAX

Income taxes are provided for the tax effects of transactions reported in the financial statements and
consist of taxes currently due plus deferred taxes. Deferred taxes are provided for the temporary
differences in basis of the Company's assets and liabilities and their reported amounts. These
differences relate principally to the income recognition differences of the accrual method used for
financial reporting purposes and the cash method used for income tax reporting purposes. Deferred
tax assets and labilities are determined based on the enacted rates that are expected to be in effect
when these differences are expected to reverse. Deferred tax expense or benefit is the result of the
changes in the deferred tax assets and liabilities.

USE OF ESTIMATES

The preparation of financial statements in accordance with generally accepted accounting principles
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, actual results could differ from those estimates.

See auditors’ report
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- LEADER CAPITAL CORPORATION

) NOTES TO THE FINANCIAL STATEMENTS

- June 30, 2005

RECEIVABLES FROM CLEARING ORGANIZATION

Receivables from clearing organization represent amounts owed to the Company by its clearing
agent, First Allied Secutities, at June 30, 2005.

INCOME TAXES
- For the year ended June 30, 2005, the Company's income tax provision consists of the following
- components:
B 2005
) Current income tax expense (benefit):
Federal — net operating loss catry-back $ (20,628)
State 10
(20,618)
Deferred income tax expense (benefit):
Federal (65,381)
. State , (19,212)
~ ' (84,593)
Income tax provision $§ 105211

The net deferred tax liabilities and assets in the accompanying balance sheet at June 30, 2005,
include the following components:

2004
Curtent
- Deferred tax liability $ (7,184
Non-Current
Deferred tax asset 92,350
§ 85166

Taxes provided differ from the federal effective rates for the period ended June 30, 2005 primarily
- due to timing differences that result from using the accrual method for accounting for book
purposes and the cash method for income tax purposes.

The Company has a Federal net operating loss carry-forward of $200,102 expiring in 2024 and, a
State of Oregon net operating loss carry-forward of §386,410 expiring through 2015 available to
offset future taxable income.

See auditors’ report
_9.-



LEADER CAPITAL CORPORATION

NOTES TO THE FINANCIAL STATEMENTS

June 30, 2005

RELATED PARTY TRANSACTIONS
The stockholder of the Company also owns a majority interest in a related entity, Leader Capital

Investments, Inc. (Leader Investments). This entity provides the Company with professional
management and investment advisory services.

Leader Investments provides management services to the Company. For the year ended June 30,
2005 a $144,565 management fee was paid. Leader Investments also 1s reimbursed by the Company
for its share of lease and related office expenses. For the year ended June 30, 2005 occupancy fees
totaled $407,010 of which $808 was accrued. In addition a $3,087 receivable was recotded for an
occupancy fee overpayment. Leader Investments pays Leader Capital Corporation a user fee for the
management tights to their clients. For the year ended June 30, 2005 a user fee was not paid due to
decreased profits. In addition, Leader Capital Corporation pays Leader Investments a profit sharing
expense based upon net income earned by the broker/dealer activities. For the year ended June 30,
2005 a $281,833 profit share was assessed. Leader Capital Corporation also agreed to broker
specific transactions for Leader Investments. No such transaction occurred during the year ended
June 30, 2005. The Company plans to terminate its management agreement and take over its own
management prior to December 31, 2005.

Leader Capital Corporation collects and will disburse to investors of Leader Partners II lawsuit
settlements from investments the partnership owned prior to its dissolution. At June 30, 2005

Leader Capital Corporation held $- of such funds to disburse. Although it disbursed $23,574 of
such funds during the year.

OPERATING LEASE

The Company has one operating lease of its facilities, payable subject to periodic operating expense
adjustments. The lease expires July, 31, 2006.

Future minimum payments required under the operating lease are as follows:

Year ending June 30, 2006 $ 45,492
2007 3,791
$49.285

CONCENTRATION OF CREDIT RISK
The company maintains cash deposits at one bank, which throughout the year periodically exceeds

federally insured deposit limits of $100,000. At year end the company did not have balances in
excess of $100,000.

See auditors’ report
-10 -
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LEADER CAPITAL CORPORATION

NOTES TO THE FINANCIAL STATEMENTS

June 30, 2005

CONCENTRATION OF CREDIT RISK (CONTINUED)

For the year ended June 30, 2005, two customers represented approximately $234,000 of the
Company's commission tevenue. Revenues from the customers accounted for 24% and 19% of the
Company's total commission revenue.

SUBSEQUENT EVENTS

Effective July 1, 2005 the Company was retained to manage a short term bond fund “Leader Short-
Term Bond Fund”. The Company will receive a 1.10% management fee as well as a portion of the
front end load and trailer. This will be the first time the Company has managed a mutual fund.

The company will take over its own management priot to December 31, 2005. See related party
footnote.

As of August 25, 2005 the Company was undergoing a SEC audit.

NET CAPITAL

The Company is subject to the Uniform Net Capital Rule (the "Rule") adopted by the SEC, which
requires the maintenance of minimum net capital to be greater than 1/ 15% of aggregate indebtedness
or $5,000 under Rule 15¢3-1(2)(2). At June 30, 2005, the Company has net capital and required net
capital of $103,423 and $5,000, respectively, and a ratio of aggregate indebtedness to net capital of
.08 to 1. Net capital and required net capital may fluctuate on a daily basis.

See auditors’ report
-11-
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LEADER CAPITAL CORPORATION

COMPUTATION OF NET CAPITAL UNDER RULE 15 C3-1

June 30, 2005
NET CAPITAL
Total stockholder equity § 283754
Less non-allowable assets:
Prepaid expenses 4,981
Occupancy fee overpayment 3,087
Deferred income taxes 85,166
Due from related entity 86,994
Total non-allowable assets 180,228
Tentative net capital 103,526
Less haircuts on securities: (103)
Net Capital 3 103,423
AGGREGATE INDEBTEDNESS:
Total liabilities from balance sheet $ 8,318
COMPUTATION OF BASIC NET CAPITAL REQUIREMENTS:
Minimum net capital requited 3 5,000
Excess net capital $ 98423
Excess of capital at 1000% $ 102,591
Ratio of aggregate indebtedness to net capital .08 to1

RECONCILIATION WITH COMPANY’S COMPUTATION:
Net capital, as reported in Company’s Part ITA
(unaudited) Focus Report $§ 86942
Additions to retained earnings for audit adjustments,
primarily related to:

Accrual adjustments 97,711
Change in non-allowable assets (81,230)
Net capital per above § 103423

See auditors’ report
13-



LEADER CAPITAL CORPORATION

EXEMPTION FROM RESERVE REQUIREMENTS UNDER
RULE 15 C3-1

June 30, 2005

EXEMPTIVE PROVISIONS:

The Company is exempt from the provisions of Rule 15¢3-3 under the Securities Exchange Act of
1934, in that the Company's activities are limited to those set forth in the conditions for exemption
appearing in paragraph (k)(1)(1) in the Rule.

See auditors’ report
-14-



INDEPENDENT AUDITORS’ REPORT ON INTERNAL ACCOUNTING CONTROL
REQUIRED BY SEC RULE 17a-5

To the Board of Directots
Leader Capital Corporation
Portland, Oregon

In planning and performing our audit of the consolidated financial statements of Leader Capital
Corporation (the Company), for the year ended June 30, 2005, we considered its internal control,
mncluding control activities for safeguarding securities, in order to determine our auditing procedures

for the purpose of expressing our opinion on the consolidated financial statements and not to
provide assurance on the internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have
made a study of the practices and procedures followed by the Company, including tests of
compliance with such practices and procedures that we considered relevant to the objectives stated

in rule 17a-5(g), in the following:

1. Making the periodic computations of aggregate indebtedness (or aggregate debits) and net
capital under rule 17a-3(a)(11) and the reserve required by rule 15¢3-3(e) ‘

2. Making the quarterly secutities examinations, counts, verifications, and comparisons, and the
recordation of differences required by rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8§ of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System

4. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by rule 15¢3-3

The management of the Company is responsible for establishing and maintaining an internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management ate required to assess the expected benefits
and related costs of controls, and of the practices and procedures referred to in the preceding
paragraph, and to assess whether those practices and procedures can be expected to achieve the
SEC's above-mentioned objectives. Two of the objectives of internal control and the practices and
procedures are to provide management with reasonable but not absolute assurance that assets for
which the Company has responsibility are safeguarded against loss from unauthorized use or
disposition, and that transactions are executed in accordance with management's authorization and
recorded propetly to permit the preparation of financial statements in conformity with generally
accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

See auditors’ report
-15-



To the Board of Directors
Leader Capital Corporation
August 25, 2005

Page 2

Because of inherent limitations in internal control or the practices and procedures referred to above,
error ot fraud may occur and not be detected. Also, projection of any evaluation of them to future
petiods is subject to the sk that they may become inadequate because of changes in conditions or
that the effectiveness of their design and operation may deteriorate. Out consideration of internal
control would not necessarily disclose all matters in internal control that might be material
weaknesses under standards established by the American Institute of Certified Public Accountants.
A material weakness 1s a condition in which the design or operation of the specific internal control
components does not reduce to a relatively low level the risk that error or fraud in amounts that
would be material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned
functions. However, we noted no matters involving internal control, including control activities for
safeguarding securities that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices and
procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company's practices and procedures were adequate at June 30, 2005, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the Securities and Exchange Commission (SEC), National Association of Securities Dealers
(NASD), and other regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange Act
of 1934 1n their regulation of registered brokers and dealers, and is not intended to be and should
not be used by anyone other than these specified parties.

(P - S N ST =~ ASsa Q:R.Q':Ll_b P L-L-P
August 25, 2005

See auditors’ report
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